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Customer 
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Marketing 
Tool 


Customer  Service  is  a  marketing  tool! 
This  is  a  unique  concept  and  one  that  is 
gaining  popularity  in  Physical  Distribution 
Management. 

The  importance  of  physical  distribution  is 
evident  in  that  it  accounts  for  close  to  $400 
billion  in  current  national  expenditures. 
In  Alberta,  alone,  physical  distribution 
accounts  for  approximately  25%  of  our 
Gross  National  Product. 

Of  all  the  elements  of  physical  distribution, 
customer  service  is  felt  to  have  the  great- 
est external  impact.  Businesses  are  begin- 
ning to  realize  that  it  is  important  to  define 
corporate  service  levels  and  to  measure 
performance  against  these  targets. 

The  essential  ingredient  is  to  determine 
the  customers  needs.  For  example:  A 
major  food  wholesaler  was  measuring 
performance  against  a  line  item  fill  rate 
only  to  discover  that  corporate  sales  were 
declining  due  to  customer  reaction  to  poor 
service.  Detailed  analysis  revealed  that  the 
customer  was  measuring  order  complete- 
ness as  opposed  to  line  item  fill  rate.  Thus, 
this  firm's  efforts  to  prepare  and  deliver  an 
order  with  75%  line  item  fill  rate,  which 
was  target  performance,  was  viewed  by  the 
customer  as  not  meeting  the  requirements 
for  complete  order  fill. 


The  cost  involved  in  shipping  an  incom- 
plete order  was  wasted  since  the  customer's 
requirements  were  not  met.  It  illustrates  the 
essential  need  for  companies  to  talk  with 
their  customers  in  order  to  identify  their 
essential  requirements  and  meet  them 
through  their  distribution  operation.  In 
addition,  a  properly-structured  customer 
service  survey  will  identify  the  level  of 


CANADIANA 

JUN  2  0  1988 


service  provided  by  the  competition  and 
provide  significant  opportunities  for  a 
company  to  pursue  customer  service 
advantages  within  the  industry. 

The  elements  of  physical  distribution,  led 
by  customer  service,  can  improve  the 
competitive  edge  of  a  business.  With  the 
opportunities  and  pressures  presented  by 
the  proposed  Canada-US  Free  Trade 
Agreement,  the  development  of  customer 
service  as  a  marketing  tool  is  even  more 
critical.  Increased  emphasis  should  be 
placed  on  the  elements  of  physical  distribu- 
tion and  customer  service.  In  other  words, 
find  out  what  your  customers  want  and 
determine  how  well  you  are  performing 
against  their  measuring  sticks. 

The  Alberta  Physical  Distribution 
Program  ( APDP)  offers  workshops  on 
how  to  balance  customer  service  benefits 
and  lower  physical  distribution  costs 
within  business. 
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Physical  Distribution  News 


Increased  profits  with  improved 
Customer  Service 

1.  Automating  Information  Flow 

-  can  be  accomplished  by  automating  and 
integrating  the  order  processing  system  of 
your  company.  This  will  improve  customer 
service  by  facilitiating  product  substitution, 
improving  the  accuracy  of  filling  orders, 
increasing  in-stock  availability  and  provid- 
ing customers  with  better  and  faster 
information. 

2.  Centralized  Customer  Interface  Point 

-  this  can  be  accomplished  by  using  a 
"customer  service  centre  concept".  This 
centralization  enables  the  firm  to  develop 
expertise  in  handling  questions  and  prob- 
lems, build  an  information  base  regarding 
customer  concerns,  influence  customer 
perceptions  of  service  in  a  more  controlled 
environment  and  build  a  data  base  as  a  sup- 
port system.  This  "concept"  is  especially 
cost-effective  when  compared  to  the  costs 
involved  in  manpower,  time  and  customer 
irritation  associated  with  being  "juggled" 
between  several  company  departments. 

3.  Implementing  a  Pro-Active 
Marketing  Program  -  this  involves  the 
elimination  or  reduction  of  field  sales  calls 
to  unprofitable  and  marginally-profitable 
accounts.  An  inside  sales  force  is  used  to 
reach  these  customers  on  a  scheduled  basis. 
The  result  is  improved  service  for  these 
customers  and  reduced  selling  and  physical 
distribution  costs  for  the  manufacuter. 

More  can  be  learned  about  these  areas 
through  the  APDA  Customer  Service 
Workshops  -  Improve  Your  Profits 
Through  Improved  Customer  Service. 


Container  Clause 

The  "Container  Clause"  required  that 
Longshoremen  in  the  port  of  Vancouver 
pack  and  unpack  containers.  It,  therefore, 
created  additional  handling  requirements 
and  increased  the  cost  of  exporting  and 
importing  goods  through  Vancouver. 
On  January  1,  1988,  the  Container  Clause 
was  abolished.  The  longshoremen  are  still 
challenging/appealing  the  legislation 
which  makes  the  Weiller  Commission's 
recommendation  binding.  The  appeal  is 
scheduled  to  be  heard  in  April,  1988. 
Vessels  are  starting  to  divert  containers 
from  Seattle  to  Vancouver. 

Airport  Devolution 

The  Edmonton  Airport  Task  Force  Asso- 
ciation and  the  Calgary  Transport  Authority 
have  received  local  support  in  pursuing 
negotiations  with  Transport  Canada  regard- 
ing the  takeover  of  federally-controlled 
airports  in  each  city.  The  provincial 
government  has  provided  approval-in- 
principle  for  the  proposal. 

Highway  Weights  and  Dimensions 

The  Canadian  Council  of  Ministers 
Responsible  for  Transportation  and  High- 
way Safety  recently  signed  an  agreement 
to  implement  consistent  regulations  for  the 
weight  and  dimension  of  commerical 
vehicles  operating  between  provinces  and 
territories. 

The  Agreement  resulted  from  recommenda- 
tions of  a  multi-year,  $3  million  research 
program  on  weights  and  dimensions. 

For  further  information  contact  Motor 
Transport  Services  Information,  Red  Deer, 
Alberta  at  (403)  340-5260. 

Safety  Regulations: 

Hours  of  Service  Regulations 

As  part  of  its  commitment  to  the  National 
Safety  Code  (NSC),  Tranpsort  Canada  has 
announced  hours  of  service  regulations 
under  the  new  Motor  Vehicle  Transport 
Act.  These  rules  will  be  applied  to  private 
and  for-hire  highway  carriers. 


The  maximum  on-duty  and  driving  hours 
are: 

1.  15  hours  on-duty  per  work  shift 

2.  10  hours  driving  per  work  shift 

3.  60  hours  on-duty  in  7  consecutive  days 
or  70  hours  in  8  consecutive  days. 

CUSTOMS  -  Harmonized  System 
Conversion  Committee  Formed 

The  federal  Minister  of  State  for  Finance, 
Tom  Hockin,  announced  December,  1987, 
the  establishment  of  a  review  committee  to 
deal  with  concerns  arising  from  unexpected 
changes  in  duty  rates  as  a  result  of  the 
Customs  Harmonized  Commodity 
Description  and  Coding  System  (HS). 
The  "Interdepartmental  Committee  on  the 
Harmonized  System  Conversion"  (ICHCC) 
is  now  operational  and  receiving  requests 
from  concerned  importers. 
For  further  information  contact  Mark  Porter 
(Department  of  National  Revenue,  Customs 
and  Excise)  at  (613)  954-6366  or  Paul 
Robichaud  (Department  of  Finance)  at 
(613)  992-  2510. 

AFAA  Update 

The  Alberta  Freight  Assembly  Associaton 
(AFAA)  Interim  Board  of  Directors  is 
surveying  its  members  to  identify  priorities 
for  start-up  of  its  services. 

The  AFAA  has  arranged  with  Canadian 
Shippers  and  Receivers  Cooperative  (CSR) 
of  Concord,  Ontario  for  AFAA  members  to 
make  use  of  the  CSR  westbound  services 
from  the  Toronto-area  to  Alberta.  CSR 
transport  rates  will  be  attractive  to  most 
Alberta  shippers. 

For  further  information  contact: 

Alberta  Freight  Assembly  Association 
c/o  Mr.  Neil  Gower 
Wood  Caffaro 

1900  Phipps  McKinnon  Building 
10020-  101 A  Avenue 
Edmonton,  Alberta  T5J  3G2 


Consultant's  Corner 


How  To  Obtain 
Consulting 
Assistance? 

Under  the  Alberta  Physical  Distribution 
Program  (APDP),  the  Department  of 
Alberta  Economic  Development  and  Trade 
has  developed  a  program  to  assist  in  the 
identificaiton  of  potential  savings  for  vari- 
ous activities  included  in  physical  distribu- 
tion. 

The  program  involves  three  distinct  phases: 

I  Creation  of  Awareness 

II  Workshops  including  transporta 
tion,  warehousing  and  inventory 
management,  customer  service  and 
computer  application 

A  typical  customer  service  workshop 
would  identify  customer  service  opportuni- 
ties and  assist  your  firm  in  the  development 
of  customer  service  strategies. 

III  On-Site  Assistance  which  includes 
direct  consulting  assistance  in  the 
assessment  of  opportunities/poten- 
tial savings  in  YOUR  operation. 

For  more  information  on  the  APDP, 
contact: 

G.M.  (Glen)  Johnston  -  Director 
Alberta  Physical  Distribution  Program 
Alberta  Economic  Development 
and  Trade 

9th  Floor,  9940  - 106  Street 
Edmonton,  Alberta  T5K  2P6 
Telephone:  (403)  427-0743 


By  Brian  W.  Dumsday 

Stevenson  Kellogg  Ernst  &  Whinney 

Management  Consultants 

Customer  Service  can  be  measured  in  terms 
of  order  fill  rate,  line  fill  rate,  fill  rate  by 
importance  of  the  item,  cycle  time,  speed  of 
delivery  and  reliability  of  delivery.  In  fact, 
there  are  30  or  more  service  measures  in 
existence.  With  so  many  choices,  distribu- 
tion management  must  address  the  question 
of  which  measures  are  important.  In  addi- 
tion, they  must  decide  what  level  of  service 
is  appropriate. 

Establishing  the  wrong  service  level  can  be 
costly,  as  was  recently  illustrated  by  a  com- 
pany in  the  wholesale  distribution  business. 
Management  decided  to  computerize  their 
Kardex  inventory  system  which  controlled 
over  5,000  stockkeeping  units.  Current 
inventories  were  maintained  at  $2.0  million 
and  the  prime  objective  was  to  reduce 
inventories  via  computerized,  statistical 
control  techniques. 

The  system  was  designed  and  programmed 
to  operate  at  95%  line  fill  rate.  This  was 
the  established  service  measure  and  the 
perceived  appropriate  level  of  performance. 

Results  were  not  as  anticipated  —  invento- 
ries rose  to  $3.0  million  and  management 
became  more  than  a  little  excited.  They 
instituted  an  across  the  board  reduction  in 
inventory. 

The  value  of  inventory  began  to  return  to 
the  "normal"  level,  but  at  the  expense  of 
fast-moving  items.  Stock-outs  rose,  cus- 
tomers began  buying  from  the  competition, 
sales  dropped  and  with  them,  profits. 


What  happened?  Management  had  selected 
a  performance  measure  (line  item  fill  rate) 
and  an  appropriate  service  level  (95%).  But 
was  this  correct?  Investigation  disclosed 
that  95%  was  only  a  target  and  there  past 
performance,  when  measured,  was  in  the 
85%  to  87%  range  (as  was  the  service  level 
provided  by  their  competition). 

Decision  time  had  now  arrived  and 
management  was  faced  with  two  options. 
Should  they  reprogram  the  actual  service 
level  into  the  computer  with  its  subsequent 
reduction  in  inventory  to  $1.7  million  or 
should  they  carry  the  extra  $1.0  million  of 
stock  and  provide  a  higher  level  of  service 
than  the  competition? 

Both  options  had  real  meaning  since  actual 
savings  or  extra  costs  could  be  calculated 
by  applying  the  cost  of  carrying  inventory 
to  the  appropriate  numbers. 

The  cost  of  carrying  the  additional  $1.0 
million  of  inventory  only  makes  good 
business  sense,  if  the  increased  service 
level  has  an  impact  on  sales.  Management 
must  determine  if  they  can  gain  market 
share  with  their  new  selling  tool  -  improved 
customer  service.  By  applying  their  profit 
per  unit  sold  figure,  the  required  increase  in 
sales  can  be  calculated  to  offset  the  higher 
cost  of  carrying  inventory.  Is  the  yearly 
sales  increase  realistic?  Phrased  in  other 
terms,  does  the  customer  really  care  that 
your  firm  has  a  higher  service  level  than 
the  competition?  Ask  your  customers! 

This  discussion  has  illustrated  a  rather 
painful  method  of  learning  how  to  establish 
service  levels.  Management  felt  that  they 
had  a  service  program,  but  in  actual  fact 
they  merely  had  a  perceived  target.  Don't 
let  yourself  fall  into  a  similar  trap. 
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Edmonton 

Edmonton 

Warehouse  Workshop 

Inventory  Workshop 

Transportation 

13 

Calgary 
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18 

Calgary 

Inventory  Workshop 

8 

Calgary 

Transportation  Workshop 

Small  Business  and  Industrial  Division  Offices  -  A  Regional  Network  To  Assist  You. 


EDMONTON  RURAL  REGION 
Mr.  Ernie  Polowy 

Business  Development  Representative 
6th  Floor,  9940  -  1 06  Street 
Edmonton,  Alberta  T5K  2P6 
Tel:  (403)  427-5267 

EDMONTON  METRO  REGION 
Mr.  Ron  Hancock 

Business  Development  Representative 
6th  Floor,  9940  -  1 06  Street 
Edmonton,  Alberta  T5K  2P6 
Tel:  (403)427-5267 

GRANDE  PRAIRIE  REGION 
Mr.  Deane  Towes 

Business  Development  Representative 

1401  Provincial  Building 

1 0320  -  99  Street 

Grande  Prairie,  Alberta  T8V  6J4 

Tel:  (403)  538  -  5230 

RED  DEER 

Mr.  Earl  Dicknoether 

Business  Development  Representative 

#305,  Provincial  Building 

Red  Deer,  Alberta  T4N  6K8 

Tel:  (403)  340  -  5300 


MEDICINE  HAT  REGION 
Mr.  Al  Harlton 

Business  Development  Representative 

217  Provincial  Building 

770  -  6  Street  S.W. 

Medicine  Hat,  Alberta  T1A  4J6 

Tel:  (403)  529-3630 

ST.  PAUL  REGION 

Mr.  Brent  Kolodychuk 

Business  Development  Representative 

Box  1688,  Provincial  Building 

5025  -  49  Avenue,  St.  Paul,  Alberta,  T0A  3A0 

Tel:  (403)  645  -  6358 

EDSON  REGION 
Vacant 

Business  Development  Representative 
Bag  9000,  204  Provincial  Building 
111  -  54  Street,  Edson,  Alberta  TOE  0P0 
Tel:  (403)  723  -  8229 

CAMROSE  REGION 
Mr.  Allan  Walkey 

Business  Development  Representative 
4909  -  48  Street 
Camrose,  Alberta  T4V  1 L7 
Tel:  (403)  679  -  1235 


CALGARY  RURAL  REGION 

Mr.  Walter  Valentini 

Business  Development  Representative 

5th  Floor,  999  -  8  Street  S.W. 

Calgary,  Alberta  T2R  1J5 

Tel:  (403)  297-  6284 

PEASE  RIVER  REGION 
Mr.  Rod  Kirkham 
Business  Analyst 
Bag  900,  Box  3 

10122  -  100  Street,  Riverdrive  Mall 
Peace  River,  Alberta  T0H  2X0 
Tel:  (403)  624-6113 

LETHBRIDGE  REGION 
Mr.  Ron  Wagner 

Business  Development  Representative 
249  Provincial  Building 
200  -  5  Avenue  South 
Lethbridge,  Alberta  T1 J  4C7 
Tel:  (403)  381  -5414 

TRANSPORTATION  SERVICES  BRANCH 

9th  Floor,  Sterling  Place 

9940  -  1 06  Street 

Edmonton,  Alberta 

Canada  T5K  2P6 

Tel:  (403)  427-0743 


Liberia 

ECONOMIC  DEVELOPMENT 
AND  TRADE 


Transportation  Services  Branch 
9th  Floor,  Sterling  Place 
9940-106  Street 
Edmonton,  Alberta 
Canada  T5K  2P6 
Telephone:  (403)  427-0743 
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